INTRODUCTION
To support the growth of sustainable capital flows, IFC's Advisory Services team seeks to influence, support, and enable capital allocation and portfolio management processes, using IFC's own investment practices as a model. IFC is playing its part in supporting the growth of the market by funding the development of enhanced stock market indices and financial instruments and through targeted market research.
Compiling data on the state of development of the sustainable investment (SI) industry is important for global investors and investment managers seeking to understand the scale and location of opportunities in the market for sustainable investment products. Although a number of organizations provide this information in developed economies, such data are scarcely available in emerging markets (EM).
IFC thus launched a series of sustainable investment country reports covering major emerging capital markets attracting global portfolio investors: Brazil, India, China, Sub-Saharan Africa, the Middle East and North Africa (MENA), and Turkey.
"The State of Sustainable Investment in Key Emerging
Markets" provides a snapshot of the findings of these country reports and seeks to identify common themes and trends across and highlight crucial differences among these markets.
The report is intended as a summary and the actual country reports themselves would provide a fuller picture of the state of sustainable investing in each market. While this report seeks to capture the findings from the individual reports it does not reflect specific input from the authors themselves. Equally the synthesis and analysis reflects the thoughts of the author of this report not of the individual country reports.
Although the country reports have a similar content, there are differences among them that reflect the authors' style, their analytical approach, and the unique attributes of the markets covered. In general, the authors have defined sustainable investments as investments that incorporate environmental (E), social(S) and governance (G) factors into the investment processes. The six reports primarily investigate sustainable investments through the supply of financial capital to publicly listed firms in the form of equity investments through the stock markets, using strategies that incorporate environmental, social, and governance (ESG) risks into the investment process, with a long-term perspective. These investments can be purposefully ESG-inclusive and marketed as such (theme-based or labelled), or they can include ESG factors somehow in the processes without explicitly referring to sustainability-related factors.
The reports also consider the supply of financial capital in various classes and forms to listed and privately held firms with a consideration of the investment's impact on economic and social development or on investors' values. The markets further differ with respect to their sustainability challenges. Using the authors' observations of and insight into individual markets, three risk areas stand out as cross-cutting themes across all of the countries; water sanitation, climate change adaption, and labor rights. These are followed by water scarcity, air quality, human rights, poverty, corruption, disclosure, and corporate ethics as key sustainability issues. 
THE STATE OF SUSTAINABLE INVESTMENTS IN KEY EMERGING MARKETS
The total stock of SI in key emerging markets covered by IFC country reports is summarized in table 6.
A common feature of all the markets is the lack of data on SI.
Figures are best estimates based on extrapolations of available data and interviews with market players. The figures are more reliable for domestic SI, and firm-specific holdings of international institutional investors are not available because they rarely reach the threshold level that requires disclosure. There is a consensus, however, that in markets where foreign institutional investors dominate; 1 to 2 percent of the investments take sustainability factors into consideration.
We provide the following summary of highlights from each key market.
BRAZIL
Brazil is the world's 10th largest economy. Its main stock exchange, BM&F BOVESPA, is the world's 13th largest exchange. In 2008, the net asset value of 8,300 investment funds reached around $700 billion, out of which about $500 billion was controlled by the top 40 asset managers. Brazil has a well-developed fund management and pension fund industry built on domestic savings, which has increased significantly in recent years. The country's 278 pension funds have combined assets of about $185 billion, representing 22 percent of total assets under management. This amount corresponds to 18 percent of GDP. Thirty-two percent of pension fund assets are invested in equities or equity funds. The majority of the leading pension funds manage their equity portfolios in house. Eighteen pension funds representing 60 percent of the country's total pension fund corpus, amounting to $110 billion, are signatories to the UN PRI. Retail customers constitute around 22 percent of the assets. Nine percent of those investments belong to 143,000 high net worth individuals.
Against these domestic portfolios, the total stock of foreign portfolio investments stood at about $232 billion in 2008, while American Depositary Receipts (ADR) issued by Brazilian companies and traded on the New York Stock Exchange had a total market cap of a further $110 billion. The São Paolo stock exchange is dominated by the financial sector, oil and gas, mining and steel. Thirty-four percent of the benchmark IBOVESPA Index is concentrated in two stocks: Petrobras and Vale do Rio Doce.
Uniquely among the emerging economies, ESG issues have had a prominent place in the Brazilian financial and investment community for a decade. BM&F BOVESPA introduced its corporate governancethemed Novo Mercado listing segment in 2001, and in the same year Banco Real launched Brazil's first socially responsible investment (SRI) mutual fund. This was followed by BM&F BOVESPA's corporate sustainability index, the ISE, launched in December 2005. In 2009, 10 asset managers offered retail SRI funds with combined assets under management of $315 million.
The enabling environment for SI in Brazil is relatively strong, particularly in terms of voluntary disclosure. About 60 percent of companies in the IBOVESPA publish sustainability reports. Five Brazilian companies are included in the Dow Jones Sustainability Index (DJSI).
Foreign institutional investors play a less important role in Brazil's SI market, although they have become increasingly important to the economy. 
TURKEY
Turkey is the 16th largest economy in the world, and it is expected to grow at an average of 5 percent until 2015. It is the largest economy in the process of integration with the European Union (EU). Although Turkey has a vibrant functioning market economy, the equity market is much smaller than in the BRIC countries. The total market capitalization of listed companies in the Istanbul Stock Exchange (ISE) was $234 billion at the end of 2009. This represents 37 percent of Turkey's GDP with a little over 300 listed firms. The free float of total equity is around 35 percent. The market is highly concentrated with 16 companies representing 64 percent of the market capitalization and 55 percent of total trading volume. Despite the shallowness of the market, individual investors' intensive trading activities keep the market highly liquid. Turkey's domestic saving rates are historically low and directed toward short-term deposits and fixed-income instruments, predominantly government bonds.
Turkey relies on foreign capital inflows to finance its current account deficit. Foreign institutional investors dominate the stock market, but their average holding period is under a year. Total investments in Turkish equities stood around $85 billion at the end of 2009. Foreign institutional investors represented 67 percent of this figure, whereas individual investors represented 20 percent. Local institutional investors' total equity exposure is estimated to be around 3.2 billion. Four leading fund management firms represent more than 70 percent of the market. The overlap between asset management and asset ownership creates moral hazard problems. The state pension system is not integrated with the economy and remains a budget item with increasing liabilities; however, the private pension industry, although very small, is well-regulated and growing fast. Private pension firms' equity investment, despite their minuscule levels, is the main source of domestic institutional investments in the country.
Banks affiliated with business groups dominate the financial sector and control the top four asset management companies. By the end of 2009, there were 23 asset management firms in Turkey with total assets under management of around $25 billion.
Currently, there are no sustainability themed funds in Turkey. There is also no indication of incorporation of sustainability factors into investment process in a systematic way by the mutual fund industry although there are examples of heuristic approaches for screening badly governed companies by the leading asset management firms. One asset management firm became a signatory to the UN PRI in 2009. The only investment category that incorporates ESG factors is PE, although the size is small. There is a growing interest in sustainability issues within the corporate sector in Turkey. A notable increase in voluntary disclosure reflects this trend. EU integration appears to be the strongest driver and enabler for SI to emerge and grow in Turkey.
SOUTH AND SUB SAHARAN AFRICA
South Africa is the largest economy on the African continent with estimated $354.4 billion in GDP in 2010. As invitee in 2011 to the BRIC bloc of emerging markets and a member of the G-20, South Africa is a middle-income, emerging market with a formal economy covering mining, manufacturing, agriculture, financial services, and retail. The country also has well-developed financial, legal, communications, energy, and transport sectors. In Sub-Saharan Africa, funds profiled and/or marketed as ESGbranded at 31 December 2010 total about $5.5 billion in assets under management (AUM) (<1% AUM). But using a broader definition that covers self-reported integration of ESG factors into fund investment policy and/or process, sustainable investment in South Africa, Kenya, and Nigeria is estimated at $125 billion AUM (20% AUM). The relatively high proportion of ESG-integrated investment is the result of the largest asset owner in the largest African investment market, South Africa's Government Employee Pension Fund (GEPF) ($131 billion AUM) and the asset manager of 92 percent of its assets, Public Investment Commission (PIC), both adopting ESG-integrated sustainable, responsible and/or developmental investment policies. Demand for pure-play SI mandates in general asset management is low. Investment managers complain of static demand from asset owners who request education and advocacy, but seldom fund mandates.
Private equity (PE) is a small but growing investment discipline in Sub-Saharan Africa, expanding in response to improving economic fundamentals. In South Africa in 2010, sustainability-branded PE funds made up $1.1 billion of ESG-integrated PE funds amounting to $6.3 billion of around $14 billion PE in SA. Development Finance Institutions (DFIs) have been a major positive contributor to funding PE mandates integrating ESG in Africa, while large South African institutional investors invest up to 5% in alternative investments, mostly in domestic PE funds. More capital is coming: 92 percent of PE investors interviewed in the survey supporting the 'Sustainable Investment in Su-Saharan Africa' report expect an increase in PE commitments into Sub-Saharan Africa over the next five years. A counter-intuitive finding from the IFC/SinCo 2011 study is that, while a much smaller asset class, PE funds relative to general asset management, has greater exposure and experience in integrating ESG factors in the region.
THE MIDDLE EAST AND NORTH AFRICA
The MENA region 9 includes diverse economies with different fundamentals and varying degrees of development. The region produces $1.5 trillion in GDP and represents 3 percent of global GDP. Asset clustering is problematic due to significant differences and political risk correlations in the region. There is no key emerging market in MENA. Egypt and Morocco are two countries that are included in the MCSI EM Index. The majority of the remaining markets are included in MSCI's Frontier Markets Index. MENA's growth has been lower than the average for emerging markets during the past decade.
Fourteen sovereign wealth funds (SWF) comprise an estimated 60 percent of all assets under management in the region, with $1.54 trillion in net assets. MENA's SWF assets account for 44 percent of all the SWF assets in the world with the Abu Dhabi Investment Authority as the largest SWF in the world. A growing emphasis on sustainability in national development agendas suggests SWFs will play a large role in SI in MENA, but these SWF investments are generally not transparent. Four funds in MENA have signed the Santiago Principles of the International Working Group of Sovereign Wealth Funds (IWG), the voluntary guidelines that assign best practices for the operations and transparency of SWFs.
10 This affiliation with IWG represents a major shift and an opportunity for SI in the region.
During recent years, most of the MENA countries have undertaken reforms to improve the functioning of their stock markets and increase diversification of their oil-based economies. Most of these reforms focus on fundamental corporate governance issues. Large corporations and business organizations have, more recently taken a leadership role in creating awareness of sustainability issues. The level of broad-based SI in the MENA region is estimated to be around 0.7 percent of total investment in equities, on par with peer countries. This figure is much lower than Shari'ah-complaint investments, which are twice the size of SI in the region. The countries that receive the highest level of SI in MENA are the United Arab Emirates with an estimated $14 billion and Egypt with an estimated $1.5 billion. PE plays a significant role, as in other emerging markets, as a catalyst for creating awareness of ESG issues.
9. For countries covered please see Table 1 10. The principles were proposed in 2008 through a joint effort between the International Monetary Fund (IMF) and the "International Working Group of Sovereign Wealth Funds" (IWG-SWF).
ANALYSIS
There are significant differences across these markets with respect to the savings rate, size, and depth of stock markets, the size of the pension funds, and the development of the asset management industry. Domestic institutional investors dominate the Brazilian and South African markets, whereas individual investors dominate the Chinese market. In India and Turkey, where domestic savings are low, foreign institutional investors are the dominant owners of traded stocks. Pension funds are the leading players in shaping investment trends in South Africa and Brazil, whereas the government, regulators, and industry associations are more effective in China. In Turkey, corporations and business organizations set the trends.
Emerging markets further differ from each other with respect to their economic fundamentals and institutional frameworks. The interplay between firm-level sustainability factors and these institutional factors is also different in each market. These differences manifest themselves in a diverse set of sustainability issues, priorities, and key players.
Government quality, state ownership, domestic savings, and financialsector development shape the investment landscape, which can be less or more enabling for SI. There are prerequisites for sustainable investments to emerge and take root in an emerging economy: the size and depth of the stock market, the size and competitiveness of the local investment industry, and a country's sovereign credit rating. These highly correlated conditions separate emerging economies such as Brazil, China, and South Africa from others. These markets serve as a hub, as a financial center from which investments are managed, and norms are developed and transmitted to the neighboring markets. Cluster effects are not apparent in all regions.
Academic research suggests that political institutions (e.g., the absence of corruption) and the prominence of an egalitarian ideology are the most important determinants of firms' social and environmental performance in a given market. Therefore, we see a greater role for regulatory interventions (both public and private) accross emerging markets in promoting SI and addressing conflicts of interests associated with the concentration of economic power.
ESG information about emerging market assets is, in general, substandard, incomparable, limited in scope and coverage, and frequently missing out on what matters. The underlying reasons are the difficulty of codifying sustainability information in emerging markets due to the complexity of issues, unreliability of disclosures, and high costs associated with collecting and verifying data. These aspects pose challenges for analysts unfamiliar with this context. Further sustainability information based on corporate disclosure without independent verification may create noise, cause adverse selection and inflate the demand for larger companies which already have preferential access to finance in emerging markets.
The authors of these reports agree that there is space in the financial market for emerging-markets specialization in ESG/ sustainability research-with an emphasis on governance. None of these markets have yet managed to support the establishment of an indigenous sustainability research and rating industry; while international research houses have not managed to scale up their coverage to include emerging-market firms. Their current coverage is limited to a handful of firms from each country, and assessments are arguably lacking depth, reliability, and relevance. The availability of comparable, reliable, and relevant data with sufficient coverage on ESG can provide a basis for the development of collective investment instruments.
Although sustainability is a more important concern for emerging economies for investors and also for issuers and their stakeholders, the percentage of investments that factor in firm-level sustainability factors is much lower in emerging markets than in developed ones, with the exception of South Africa. At the micro level, capital market institutions and collective investment frameworks are significant drivers for social and environmental performance. In countries with high domestic savings and a competitive domestic asset management industry, SI can be driven by retail investors. On the other hand, in other emerging markets that rely on foreign capital inflows to finance the growth of their economies, foreign institutional investors can play a role in promoting sustainable investments and sustainable business practices.
There does appear to be a difference in emphasis between domestic and international investors. Domestic investors in emerging markets tend to focus on opportunities related to climate change and on the investment's positive social impacts. These considerations sometimes overshadow the potential negative impacts of investment projects. Global investors, on the other hand, focus on risk management and as such appear concerned about mitigating an investment projects' negative impact. Differences in values and ethical norms between domestic investors and global investors suggest that engagement strategies may be useful to develop a mutual understanding between global investors and issuers. The studies however, report an absence of engagement efforts in emerging markets. This reluctance may be related to concentrated ownership that marginalizes minority shareholders' voices.
PE investments in all of the key emerging markets are on the rise. In most markets, they represent the very first attempts to integrate sustainability concerns into the investment processes whereby the ESG risks are monitored by direct control and private contracts. We also note that PE investments, backed by international financial institutions with social and environmental conditionality, act as a catalyst in the emergence of this segment in all the countries surveyed. However, PE investments appear to have had little systematic impact on the development of the institutional investment industry and public stock markets. Similarly, project finance and intermediated loans provided to local banks by IFIs with ESG conditionality help mitigate the negative impact of largescale projects and create awareness of sustainability issues.
CONCLUSION
All the reports note that Sustainable Investment has found a foothold in all markets but has done so in a number of different ways. With the exception of one or two markets SI is still very much a niche play. While the reports suggest that there are significant opportunities for the growth of these markets the drivers will be specific to each country and region. There is yet no sign of proven approaches that are universally applicable to promoting SI in emerging markets. In general, asset managers prefer to use their own methodology and/or heuristics in integrating sustainability factors into investment decisions. There is a consensus among the authors of country reports that the global asset management industry is in apparent need of innovation to overcome the barriers to sustainable investments in emerging markets. Without collective action, investments will continue to gravitate around a handful of companies with an increasing exposure to ESG risks and miss opportunities for sustainable, and probably higher, returns. Opportunities for making a positive impact on equitable development will also be missed out. Unless the growing interest in sustainability in emerging markets can be effectively matched with investor capacity and action, sustainable investments in emerging markets may ultimately stay on the margins or even fade away.
